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Aavas Financiers Limited reported a landmark fiscal year 2026, characterized by key strate-
gic milestones, including a transition in promoter ownership to CVC Capital Partners. The
company achieved notable scale, with its balance sheet crossing INR 200 billion, net worth
exceeding INR 50 billion, and lifetime disbursements surpassing the INR 400 billion mile-
stone.

Headwinds Easing, Growth Recovery Ahead

Over the last three years, Aavas has dealt with multiple challenges, including leadership
changes, promoter stake transition, and growth disruptions caused by e-Khata registration
issues and the Karnataka ordinance uncertainty. In our view, most of these concerns have
now moderated. The company’s focus on strengthening the RRO model and increasing
DSA-led sourcing should aid a gradual revival in disbursements while improving operating
productivity. Aavas also continues to stand out on asset quality, with superior GS3 levels
and contained credit costs. Supported by the appointment of a new CEO, strong backing
from CVC Capital, expansion into Tamil Nadu, Uttar Pradesh and Gujarat, improving em-
ployee productivity, and a comfortable CRAR of 44.6%, we retain a positive stance on the
stock and expect both disbursement momentum and AUM growth to strengthen gradual-
ly.

Dynamic Borrowing Mix Strengthens ALM Efficiency

Aavas demonstrated sophisticated liability-sourcing capabilities, engineering a 62 bps full-
year improvement in its overall cost of funds. Aavas' liability composition features 40%
allocations linked directly to external indicators (Repo, T-Bills, MIBOR) and 33% linked to
short-term MCLR (up to 3 months). This 73% blended floating structure allows faster asset-
liability pricing corrections relative to sector peers.

Prudent Underwriting Keeps Asset Quality Resilient

Asset quality metrics across both classic and emerging micro-markets continue to track
close to multi-year historical floors. Total 1+ DPD decreased significantly by 63 bps sequen-
tially to exit at 3.17%. Blended GNPA and Net NPA values printed at stellar marks of 1.05%
and 0.68%, respectively. This defensive risk profile is preserved via rigorous underwriting
parameters specialized in the assessed-income segment, where customized, individualized
risk-adjusted pricing models are deployed.

The company maintains an aggregate ECL provision cushion of Rs. 1.3 billion as of March
31, 2026. Credit costs for the quarter tracked safely at an optimized rate of 13 bps, signifi-
cantly undershooting management's long-term sustainable guidance ceiling of 25 bps.
Ground observations for the beginning of Q1FY27 suggest improvements in macro-
repayment trajectories, with bounce rates in April showing reductions compared to previ-
ous periods.

Operating Leverage Expected as New Investments Season

While cost-to-AUM experienced a slight temporary uptick during FY26 due to extensive
upfront investments in headcount across newer branches and the implementation of long-
term employee retention structures (ESOPs/PSOPs via CVC Capital Partners), management
expects long-term operating leverage to start kicking in over a 2-to-3-year duration.

FY27 Inflection to Drive Valuation Re-rating

As the company works towards scaling its AUM growth back up into its 20%+ target band
and targets a long-term ROE transition into the high teens, it offers an attractive combina-
tion of defensive underwriting and structural compound growth. Key monitoring risks
include hyper-competition within specific regional zip codes and macroeconomic volatility
affecting self-employed borrowers.

AHFC valuations are near historical lows due to muted growth and mild asset-quality
stress. We see FY27 as a potential inflection year, led by improving disbursements and
easing credit concerns. Aavas is well placed for a re-rating, supported by CVC backing, new
leadership, and improving operating momentum.

We believe Aavas’ current valuation of 1.7x FY28E BVPS offers attractive upside. We initi-
ate coverage with a BUY rating and value the stock at 2.5x FY28E BVPS, supported by ex-
pected average RoA/RoE of 3.6%/15% over FY27E-28E, implying a target price of INR
2,200 per share.
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Key Financial & Operating Metrics

INR Mn Total Income YoY% PAT YoY%
FY25 13509 13.3% 5741 16.9%
FY26 15900 17.7% 6549 14.1%
FY27E 18570 16.8% 7840 19.7%
FY28E 22711 22.3% 9874 25.9%

BVPS ROA(%) ROE(%)
551 3.3% 14.0%
639 3.3% 13.8%
738 3.4% 14.4%
863 3.7% 15.6%
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Industry Landscape: Structural Tailwinds, Policy Support and
Operating Realities

The affordable housing finance sector in India continues to present a robust long-term investment the-
sis, underpinned by strong regulatory support, structural government incentives, and deep-seated de-
mand in Tier-2 and Tier-3 cities.

India’s affordable housing finance market has emerged as a structurally important segment within the
financial system, driven by deep underlying demand. In 2026, the sector appears to be at an inflection
point, supported by a maturing credit ecosystem, stronger policy support, and an increasingly aspira-
tional and creditworthy borrower base.

The structural evolution of the Indian housing finance sector is defined by two simultaneous move-
ments: a steady macro-expansion and an internal redistribution of market share. Nationally, individual
housing loan penetration has deepened, with the outstanding-to-GDP ratio reaching 11.23% in FY25, up
from 8.0% a decade prior.

However, a closer look at portfolio compositions reveals a stark divergence between traditional banks
and specialized financiers. Scheduled Commercial Banks are systematically shifting upstream. Their ex-
posure to credit below the INR 2.5 Mn ticket size dropped precipitously from 41% in March 2021 to
27.96% in March 2025, while their luxury and premium loan books (>INR2.5 Mn to INR10 Mn) grew to
dominate 54.17% of their portfolio.

Specialized Housing Finance Companies (HFCs) have actively moved into this vacuum, cementing the sub
-INR2.5 Mn market as a highly defensible strongpoint. Today, these small-ticket loans make up 44% of
HFC portfolios. More importantly, the Economically Weaker Section (EWS) and Low-Income Group (LIG)
categories constitute 35% (INR2400 Bn) of the total HFC individual housing book. This momentum is
sustained by robust originations; out of INR908 Bn disbursed by HFCs in H1 FY26, a clean quarter
(INR228 Bn) was allocated to EWS/LIG borrowers.

The sector faces two core structural operational risks: severe regional imbalances and an inventory sup-
ply deficit. Credit distribution remains heavily skewed toward industrialized corridors, with Southern
and Western states monopolizing 34.29% and 30.61% of H1 FY26 disbursements, respectively, leaving
the Eastern and North-Eastern frontiers under-penetrated at a combined share of just 6.17%.

Key interventions to support affordable housing

Incentive Type Details

Section 80-IBA: Tax deductions for profits from affordable housing projects approved until March 31,

2022,
Tax Benefits
Section 24: Deductions on interest paid on home loans, incentivizing first-time homebuyers.
GST Concessions GST rate reduced to 1% for 8% earlier from under-construction affordable homes.
- ) Affordable housing projects are included in the Harmonized Master List, making them eligible for priori-
Priority Sector Lending (PSL) ty sector lending rates.
Provision of infrastructure Enables benefits such as lower borrowing costs, tax concessions, increased flow of foreign and private
status capital

Subsidies and Financial Assis-  Affordable Housing Fund (AHF): Established within the National Housing Bank, cost of re-financing is
tance capped at 350 bps over 10-year G sec yield

Public-Private Partnerships

(PPP) Financial subsidies, government land, and cross-subsidies are used to make housing more affordable.

Green Building Incentives Encouragement for sustainable building practices through incentives for green buildings.

Source: Gol. RBI, Knight Frank Research
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Accelerated Urbanization and the Imminent Urban Housing Deficit
As cities continue to expand and grow, the demand for affordable housing will only widen in the coming
years. By 2030, about 71 cities are estimated to have a population of 1 mn and above, of which 8 cities
will be mega cities with a population above 10 mn. This underscores the speedy urbanisation in India
which will necessitate the infusion of adequate infrastructure, primarily of housing. A lack of adequate
housing may lead to the formation of informal housing in the cities.
Cities in India with 1 mn plus population Affordable Housing Finance: A Large and Struc-
1 turally Significant Market
63 India’s affordable housing finance sector has qui-
53 etly grown into a massive structural powerhouse.
Defined by loans capped at INR3.5 million, the
35 market reached a massive INR19.48 trillion in
23 outstanding credit by the first half of fiscal 2026,
9 weathering both pandemic disruptions and mon-

5 etary tightening to post an 8.34% CAGR since
1951 1971 1991 2001 201 2021P  2030P 2021.
Source: Census India, UN.org

The real story, however, lies in its sheer volume penetration. This segment accounts for nearly half
(46.29%) of the country's total mortgage value and an overwhelming 81.96% of all active loan accounts.
This data underscores a critical reality: affordable housing is not a subsidized sideline, but the literal
foundation of India's formal credit system.

India’s affordable housing loan market stands at ~INR13 tn, with HFCs and SCBs accounting for INR6.9 tn
and INR6.2 tn, respectively. The long-term financing opportunity remains sizeable, supported by strong
end-demand and high loan dependency, with 77% of households earning below INR1 mn annually rely-
ing on home loans. We estimate the affordable housing shortage could reach 31.2 mn units by 2030,
translating into a market size of ~INR67 tn and a lending opportunity of ~INR45 tn over 3x the current
loan book.

Assessment on financing opportunity for banks and HFCs for affordable housing consumer loans

“I'otal hous- Housing shortage fre Cost‘of Average cost Market size Potential home Financing
ing shortage (Ex HIG) dwelling loan market Opportunity
Units in mn Units in mn Sqft Rsmn Rstn™ Rstn™
EWS 15.0 15.0 150-300 <15 1.2 174 13.4 ns
LIG 10.9 109 300-600 15-30 23 25.2 194 7.2
MIG 53 53 600-1200 30-55 46 2456 189 149
HIG 11

Demographic Shifts and Changing Household Dynamics Multiplies Demand
The sheer volume of affordable housing loans in India is no statistical fluke. Instead, it is the direct result
of how the nation’s income and geography are structured.

India faced a staggering housing deficit of 61.5 million units in 2025, this is expected to creep up to 64
million by 2030. Ministry of Housing data highlights that 95% of the housing shortage is concentrated in
the Economically Weaker Section (56%) and Low-Income Group (39%) categories, underscoring the
deeply skewed nature of the deficit toward lower-income households.

Total Housing Deficit Projection 95% Shortage Concentration Shrinking Avg. Household Size
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The core demand for affordable housing finance comes from India’s informal economy; kirana shop
owners, small traders, and self-employed individuals—whose incomes are steady but often undocu-
mented, limiting access to traditional bank credit. As a result, growth in the segment is concentrated in
Tier 2, Tier 3, and semi-urban markets, where housing remains affordable and specialized HFCs are able
to serve borrowers through alternative underwriting models. This demand is being further reinforced by
changing household dynamics, with the rise of nuclear families and declining household size driving
greater need for independent home ownership.

The Rise of Mid-Ticket Affordable Housing

India’s affordable housing finance market is witnessing a structural shift toward the INR1.5—3.5 million
ticket-size segment, which is emerging as the key growth driver. While loans below INR1.5 million have
seen muted growth, constrained by rising construction costs, property price inflation, and tighter under-
writing norms, the mid-ticket affordable segment has expanded at a much faster pace and now accounts
for nearly 70% of market value. We believe this reflects a broader evolution in the borrower profile,
supported by income progression, demand migration toward Tier 2 and peripheral markets, and higher
replacement costs. As a result, the INR1.5-3.5 million segment is likely to remain the most attractive
growth cohort within affordable housing finance over the medium term.

4-Year CAGR (FY21-FY25) Portfolio Value Share Shift
2 0.77% 801 : :2;\‘26
70 49.6%
10
60 4

Market Share (%)
B o
[=] =]
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Growth Rate (%)
o
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Sub-%1.5M .5M-23.5M 7 Sub-%1.5M 21.5M-23.5M

The Shifting Lending Landscape

gradual shift in lender mix, with public sector banks losing share and HFCs steadily strengthening their
position. As of H1 FY26, public sector banks accounted for 38.55% of outstanding loans, down from
42.36% in FY21, while HFCs increased their share to 25.83% from 24.73%; private banks remained
broadly stable at ~27%, and NBFCs/others continued to gain traction. The trend is even more visible in
disbursements, where HFCs’ share rose to 30.12% in H1 FY26 from 24.03% in FY21. We believe this re-
flects HFCs’ stronger ability to underwrite informal-income borrowers using surrogate assessment
frameworks, giving them a structural advantage in underserved geographies. This is also evident in their
higher new-to-credit customer share of 10.51% as of September 2025, versus 5.69% for banks, high-
lighting their growing role in expanding formal credit access.

Expanding the Credit Perimeter: Rise of Housing Finance Companies (HFCs) in Affordable Housing

NTC Customer Share (Sep 2025)

e _ =
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The Road to FY28 and Beyond

Through FY28, the affordable housing finance market remains on a strong growth trajectory, supported
by both demand-side tailwinds and supply-side enablers. It is expected that total affordable housing
credit outstanding to reach ~INR24.9 tn by FY28, implying an 8-10% CAGR, with the INR1.5-3.5 mn tick-
et-size segment likely to grow faster at 10-12%. Longer-term projections remain equally constructive,
with EY estimating the sector’s loan book could scale to INR67 tn by FY30 as credit access deepens
across the next 100-200 cities beyond the current top urban centres.

www.smifs.com
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We believe this growth outlook is underpinned by structural rather than cyclical drivers, including PMAY
2.0, lower policy rates, infrastructure-led housing demand, and the rapid expansion of digital under-
writing. At the same time, improving digital infrastructure is enabling lenders to serve informal-income
borrowers more efficiently, supporting deeper market penetration. Taken together, these factors sug-
gest that the INR19.48 tn affordable housing finance market as of H1 FY26 marks the beginning of a
longer runway for growth rather than a peak.

for india’s Housing Credit Market AHFCs Near an Inflection Point; Aavas Best
Placed for a Re-rating

70 167.00 T Over the past decade, AHFCs have delivered
strong secular growth, supported by improv-
ing affordability, rapid urbanization, favoura-
ble policy support such as PMAY, and rising
housing demand. Over this period, players
have built differentiated business models
across borrower mix, product mix, and sourc-
ing strategy, while leveraging technology-led
underwriting to create a strong moat in the
informal lending segment. More recently, the
sector has faced temporary headwinds from rising competition, stress in small-ticket MSME loans, and
operational bottlenecks such as e-Khata delays in key states, resulting in a sharp valuation correction.
While growth has moderated to a lower base-adjusted trajectory, we believe the sector’s core return
profile remains intact. Aavas remains our top pick in the sector, as we believe the market's perception
of it as a low-growth franchise could shift under the new CEQ’s leadership. Management’s medium-term
AUM growth target of 20%+ is expected to be supported by higher sanction ratios, improved employee
productivity, expansion into newer geographies, and a rising home loan ticket size.

19.48 T

Total Credit Outstanding (" Trillion)

Current (H1 FY26) Projected (FY28 - CRISIL) Projected (FY30 - EY)

AHFCs growth expected to outpace overall mortgage growth

Growth in assets under management (AUM) of affordable-housing finance companies (AHFCs) is ex-
pected to stay steady at 20-21% this fiscal and next, outpacing the 18-19% growth expected for the
overall mortgage finance industry. This is expected to increase AHFCs' share in the housing loan market
relative to the broader mortgage industry in India.

We remain constructive on the sector’s long-term outlook, supported by structurally low mortgage pen-
etration in India and the need for a differentiated, opex-heavy operating model to serve the mass-
market borrower segment—an area where banks have limited appetite due to higher underwriting in-
tensity and lower operating leverage. AHFCs, with their deep distribution reach, localized underwriting,
and collection capabilities, remain better positioned to cater to this segment. As a result, we believe the
sector is well placed to sustain healthy earnings growth of ~20% over the medium term, driven by a
combination of steady AUM expansion, stable margins, and benign credit costs.

AHFC AUM expected to grow at 20%
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Rising share of AHFCs in Housing Loans
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Defensive Business Model Supports Resilience in a Challenging Macro

AHFCs are relatively well insulated against a challenging macro environment, in our view, given the se-
cured nature of their loan books, with portfolios largely backed by housing loans and LAP. This provides
greater resilience versus several other NBFC segments, particularly in periods of elevated stress. In addi-
tion, the sector remains better placed on the margin front. A high share of floating-rate assets enables
faster transmission of any increase in funding costs, while a liability profile skewed toward longer-tenor
borrowings limits dependence on short-term instruments such as CDs. Further, access to NHB refinanc-
ing provides an additional funding advantage, reducing the risk of sharp margin compression even under
tighter liquidity conditions.

AUM growth seems to have bottomed out
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Tech-Led Sourcing Models Deliver Better Branch Productivity

Given the semi-formal and underbanked nature of the target customer segment, lower ticket sizes, and
the need for intensive on-ground assessment, the AHFC model remains inherently operationally inten-
sive. Underwriting requires deeper income validation, referral checks, and co-borrower assessment,
making sourcing quality and channel strategy critical. HFFC has consistently delivered the strongest op-
erating efficiency in the sector, supported by its connector-led sourcing model. While Aavas has also
invested meaningfully in technology, the benefits on productivity have been relatively modest so far,
with opex/AAUM at 3.2%, partly due to its in-house sourcing model, higher employee additions, and
branch expansion. Aptus continues to maintain competitive operating metrics despite an in-house mod-
el, reflecting disciplined branch expansion, while ISFC remains relatively opex-heavy, though this should
improve with branch seasoning. Overall, intermediary-led sourcing models, as seen at Aadhar and HFFC,
currently appear to deliver superior operating leverage versus traditional in-house sourcing structures.
Aavas too is currently transitioning its Direct distribution model to Resident Relationship Officer model
to improve its productivity, higher sanction ratio will also result in higher operating efficiency going

ahead.
Opex to AUM is lower for connector led
model
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Asset Quality Concerns Appear Largely Behind

AHFCs have faced elevated asset quality stress over the past 6 quarters, largely due to spillover from
leverage-related stress in the MFI sector into the small-ticket LAP/MSME segment. The impact was more
pronounced for players such as Aptus and ISFC, given their deeper geographic exposure and higher LAP
mix. However, the broader industry now appears to be moving toward normalisation. Despite the stress,
the AHFC model has remained resilient, with incremental credit costs contained at 20-40 bps. With
collection efficiency improving and GS2 trends stabilising in 3QFY26, we believe the bulk of the MSME/
LAP stress is largely behind, which should support a gradual moderation in credit costs going forward.

Stressed pool (GS2+GS3 )remains lowest
for Aavas
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Key Risks and Monitoring Factors

Affordable Housing Finance Companies face key risks including geographic concentration, which exposes
them to region-specific economic or political disruptions; macro-economic volatility, such as inflation or
interest-rate swings that can strain borrower repayment capacity; rising competitive intensity, which
can drive yield compression and pressure margins; and asset-quality deterioration, as customers often
have limited financial buffers, making the segment more vulnerable to income shocks and resulting de-
linquencies.

Aavas Financiers Limited

Strong management execution, strategic expansion, and high-touch approach drove a 40% AUM CAGR
during FY17-20. Even pandemic periods saw 20%+ AUM growth led by productivity gains. While strong
DNA encompassing robust inhouse sourcing and BT prediction models remain, scalability and competi-
tive challenges to temper growth necessitating strategic shifts to business model. AAVAS has been fo-
cusing on 1) new territorial expansion with front-loading of branch investment 2) growing proportion of
non-home loans (700bp expansion from FY19 to current 33%; target mix of 35%) and 3) increasing ticket
sizes (disbursement ticket size up from INR 0.99mn in FY19 to INR 1.33mn in FY26). Our FY27E-FY30E
outlook underlines strong business scalability, characterized by a 20% acceleration in loan disburse-
ments and a corresponding 18% CAGR in AUM growth.

Aavas exhibits strong underwriting and risk management practices, allowing it to maintain resilient asset
quality and decouple itself from industry headwinds—even with a higher share of self-employed bor-
rowers and non-home loans than its peers. Unlike other affordable housing finance companies (HFCs)
that saw a rise in stressed loans, Aavas improved its asset quality, with its 1+ DPD (Days Past Due)
portfolio declining significantly from 4.15% in Q1FY26 to 3.17% in Q4FY26.

Leadership Transition and Forward Strategic Calibration

Mr. Manu Singh addressed stakeholders for the first time as Chief Executive Officer, regulatory approv-
als pending for MD. Singh brings over 25 years of lending experience, focusing heavily on execution
discipline, risk framework optimization, and productivity enhancement. Manu Yeshpal Singh brings over
two decades of experience across retail lending, housing finance, and consumer banking, having held
leadership roles at Kotak Mahindra Bank, Tata Capital and ICICI Bank. He most recently served as Presi-
dent and Business Head for Housing Finance at Kotak Mahindra Bank, where he oversaw a business
franchise of around INR 700 Bn. The company said he was elevated twice in five years, most recently in
2024.

Management has set an ambitious, long-term asset under management (AUM) growth target of 20%+
to consistently outpace the industry. Achieving this will rely on hyper-local distribution capabilities, opti-
mizing sourcing funnels, and scaling newer geographic territories like Tamil Nadu, Uttar Pradesh, and
Gujarat. Capital to Risk-Weighted Assets Ratio (CRAR) sits comfortably at 44.6%, providing ample head-
room for long-term balance sheet expansion.

The affordable housing finance (AHF) market in Tamil Nadu, Gujarat, and Uttar Pradesh collectively rep-
resents the primary powerhouse of India's low-and-middle-income credit system, commanding over a
quarter of the country’s total demand. Across India's overall INR19.48 trillion AHF market, portfolio con-
centrations reveal that Gujarat holds the highest share among the three at ~11%, followed closely by
Tamil Nadu at ~9%, and Uttar Pradesh at ~7%. This translates to localized outstanding loan books of
approximately INR2.1 trillion for Gujarat, INR1.75 trillion for Tamil Nadu, and INR1.36 trillion for Uttar
Pradesh.

Over the next 5 years, this cross-regional market is positioned for immense expansion. Driven by the
mid-ticket INR1.5-3.5 million loan sweet spot, the entry of technology-led lenders into Tier-2/Tier-3
cities, and state-level policy linkages tied to the central government's PMAY-U 2.0 framework. More
granularly, specialized Affordable Housing Finance Companies (AHFCs) operating within these states are
expected to sustain an even faster AUM CAGR of 18% to 22%.

Geographical diversification journey
AUM (Occupation wise)
80%
76%
74%
71%
69% 67%
65% 64%
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A proven track record of compounding AUM year-over-year
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States/ UTs

Sustainable Compounding

The transition to Aavas 3.0 underscores a shift away from
high-touch, manual underwriting toward a highly system-
atic, tech-driven platform. This significantly de-risks the
portfolio while accelerating turnaround times. 80%+ in Tier 3+

435

Branches

I states with Presence

States with No Presence
Growth Velocity: Meeting the INR550 billion target by FY31
implies an estimated AUM Compound Annual Growth Rate Eocused on contigiious branch expansion stratesy
(CAGR) of approximately 18.6% from the current FY26 base. Given the comfortable Capital Adequacy
Ratio (44.56%), the company is fully capitalized to achieve this target organically without near-term
equity dilution.
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v Scaling and institutionalization

¥ Proof of concept of the affordable v Perfecting the model and building a « Built Organization Structure For Scale
Evolution housing finance model under AU’s foundation to scale under private equity Technology Led Growth: From Sourcing to Servicing
ownership ownership « Operating Leverage Translating Into Improving Returns
Diversified Liabilities Franchise With Superior Cost of Fund

® ®
Growth Mandate and Yield Optimization

Manu Singh, the newly appointed Managing Director, faces the dual mandate of accelerating growth
while enhancing risk-adjusted yields to strengthen profitability. Importantly, Aavas has consistently de-
livered best-in-class asset quality under the leadership of previous CEOs, and preserving this track rec-
ord remains a core strategic priority for the new management as well. Management has highlighted that
it is optimizing the risk-based pricing models, which will likely lead to higher yields over the medium
term.

Comfortable valuation
Valuations across the AHFC universe are currently trading near the lower end of their historical band,
reflecting muted disbursement growth and a marginal uptick in the 1+ DPD pool, which together have
driven sector-wide de-rating. We believe FY27 could mark an inflection point for the sector, supported
by a recovery in disbursement growth and easing asset quality concerns. In this context, Aavas Financi-
ers appears well positioned to benefit from a rerating, given the strong leadership credentials of the
new CEO and the strategic backing of CVC Capital. We expect the market's perception of Aavas as a
structurally low-growth franchise to gradually change as the company begins to demonstrate stronger
operating momentum in the coming quarters.
Productivity Gains and Rising Ticket Sizes
PB Ratio (x) Anchor the Post-FY26 Growth Recovery
Management reiterated its 20% AUM

10.0
- growth guidance, underpinned by: (1)
‘0 continued investment in the direct sourc-
L0 ing channel, (2) accelerated expansion in
- high-potential geographies such as Maha-
O' ; rashtra, Gujarat, and the southern states,

and (3) tighter funnel management aimed
at reducing leakages across sourcing,
logins, sanctions, and disbursements. Increase in aspirational level has led to higher ticket size as well.
ATS for the company is on increasing trend. Incremental ATS for Home Loan of the company now stands

Fy21 FY22 FY23 FY24 FY25 FY26
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at close to INR 1.3 Mn as compared to ~“INR 1 Mn on the closing AUM. FY 26 saw subdued AUM growth
due to higher prepayment rates. Expect 17% AUM growth in FY27 and this will gradually improve to
~20% in coming years led by better sanction ratio and increase in employee productivity.

AUM growth rate is expected to improve going

forward
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Opex Outlook: Branch Expansion, Sourcing Moats, and Capitalized Tech Upgrades

Opex metrics expanded moderately in FY26 due to extensive branch expansion (adding 31 branches to
reach a total network of 435) and the introduction of new long-term employee retention schemes
(ESOPs/PSOPs) (~INR 20cr) via the incoming promoter. Company plans to add 50 branches in FY27. It
typically takes 12-15 months for a branch to breakeven. Management expects opex-to-AUM to scale
down below 3.0% over the next 2-3 years, eventually targeting 2.75% as the balance sheet doubles. The
company plans to sustain its growth momentum by doubling down on direct sourcing through channels
like CSC, alongside a simultaneous expansion of its digital ecosystem via its core website and referral-
backed mobile app. Having fully completed and capitalized major structural upgrades across Salesforce,
Oracle FLEXCUBE, and Oracle Fusion ERP, the technology focus now transitions toward tactical Al and
generative Al implementations aimed at enhancing underwriting precision and driving collection effi-

ciencies.
Plans to add 50 branches in FY27 Opex to Assets expected to trend downwards
led by opearting efficiencies as AUM growth
550 inches higher (%)
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Branch Vintage (No of Branches) h‘a&[ Right to Win with In-house Model

In-house
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Aavas
Ambassador:
Customer ref ferral
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Digital:
Website, WhatsApp, Chatbot, etc.

Prudent Underwriting, Keeping
Credit Costs Structurally Guarded
Aavas Financiers continues to show-
case structurally superior risk management, demonstrating a strong ability to decouple its asset quality
performance from broader industry headwinds. We bake in stable overall ECL coverage of 0.55% and
muted write-offs of 7 bps, leading to moderate 13- 15 bps credit costs over FY2027-29E. Despite having
a higher share of non-home loans and self-employed borrowers than most peers, Aavas had lower
stressed loans on book. This reflects better risk management and underwriting practices at the compa-
ny. Management has guided for credit costs of <25 bps over the medium term. While other affordable
HFCs witnessed a rise in their 1+ DPD portfolio, Aavas continued to improve its asset quality, with the
ratio declining to 3.17% in Q4FY26 from 4.15% in Q1FY26.
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Valuation& Outlook

Aavas Financiers enters FY27 with a strong capital cushion, an upgraded credit outlook, an expanding
distribution network, and a flexible liability structure. Provided the company can successfully execute its
direct-sourcing expansion and improve branch-level per-capita productivity, it remains fundamentally
well-positioned to maintain its industry-leading asset quality while pushing toward its 20%+ compound-
ing target. Higher Fee and commission income and benefit of operating leverage will improve the ROA
from 3.3% to 3.7% by FY28 and ROE to 15.6% by FY28. Have a BUY rating on the stock for the target
price of INR 2200, valuing the stock at 2.5x FY28e P/B.
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Income Statement Balance Sheet

FY25 FY26 FY27E FY28E FY25 FY26 FY27 FY28E
Net Interest income 10102 11849 13620 16733 Loans 162297 183727 214961 253653
Fee income 1075 1130 1490 1797 Investments 2300 2708 3000 3300
Other operating revenue 2293 2907 3410 4131 Fixed Assets 824 1079 1100 1200
Other income 39 14 50 50 Other Assets 20763 24611 26000 28000
Total income 13509 15900 18570 22711 Total Assets 186184 212125 245061 286153
Operating expenses 5912 7133 8050 9563 Networth 43609 50508 58348 68222
Pre prvisioning operating profits 7597 8767 10520 13148 Borrowings 139185 158084 183377 214552
Provisions m 337 400 400 Other Liabilities 3390 3533 3336 3379
Extraordinary items - 2 - Total Liabilities 186184 212125 245061 286153
Profit before tax 7326 8405 10120 12748
Tax expense 1585 1856 2280 2874
Profit after tax 5741 6549 7840 9874
ROA Decomposition(%) Key Ratios
FY25 FY26 FY27 FY28E FY25 FY26 FY27 FY28E
NIl/Assets 5.7% 5.9% 6.0% 6.3% CRAR 44.6 42.5 40.6 38.5
GS3 1.1 1.2 1.2 1.2
Total income/Assets 7.7% 8.0% 8.1% 8.6%
NS3 0.7 0.8 0.8 0.8
Opex/Assets 3.4% 3.6% 3.5% 3.6%
Per Share Data(INR)
PPOP/Assets 4.3% 4.4% 4.6% 5.0% EPS 72 83 99 125
Provisions 0.2% 0.2% 0.2% 0.2% BVPS 551 639 738 863
Valuation(x)
PBT/Assets 4.2% 4.2% 4.4% 4.8%
P/B 3.8 23 1.9 1.7
Tax/Assets 0.9% 0.9% 1.0% 1.1%
ROA/Assets 3.3% 3.3% 3.4% 3.7%
Leverage(x) 4.27 4.20 4.20 4.19
ROE 14.0% 13.8% 14.4% 15.6%
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Disclaimer

Analyst Certification:

1, Sumit Bagaria, Research Analyst of SMIFS Limited (in short “SMIFS / the Company”), authors and the names subscribed to this Research Report, hereby certify that all of the
views expressed in this Research Report accurately reflect our views about the subject issuer(s) or securities and distributed as per SEBI (Research Analysts) Regulations 2014. |
also certify that no part of our compensation was, is, or will be directly or indirectly related to the specific recommendation(s) or view(s) in this Research Report. It is also con-
firmed that I, the above-mentioned Research Analyst(s) of this Research Report have not received any compensation from the subject companies mentioned in the Research
Report in the preceding twelve months and do not serve as an officer, director or employee of the subject companies mentioned in the Research Report.

Terms & Conditions and Other Disclosures:

SMIFS Limited is regulated by the Securities and Exchange Board of India (“SEBI”) and is engaged in the business of Stock Broking, Depository Services, Portfolio Management,
Research Services and Distribution of Financial Products and related allied activities for which SMIFS is registered with various regulators. SMIFS Limited includes Subsidiaries,
Group and Associate Companies, Promoter, Directors, Employees and affiliates.

Research Services

SMIFS is registered as a Research Analyst Entity. The Research Reports are prepared and distributed by SMIFS in the capacity of a Research Analyst as per Regulation 19 & 22(1)
of SEBI (Research Analysts) Regulations 2014, having SEBI Registration Number — INH300001474.

Stock Broking

SMIFS is a Trading Member of National Stock Exchange of India Limited (NSE); BSE Limited (BSE), Metropolitan Stock Exchange of India Limited (MSEI) and Multi Commodity of
Exchange of India Limited (MCX); National Commodity and Derivatives Exchange Limited (NCDEX) with SEBI Registration Number: INZ000220635.

Depository Services

SMIFS is a Depository Participant of National Securities Depository Limited (NSDL) bearing DP ID — IN301629 and Central Depository Services (India) Limited (CDSL) bearing DP ID
—12016000 with SEBI Registration Number IN-DP-414-2019.

Portfolio Management
SMIFS is also registered as a Portfolio Manager with SEBI Registration Number INPO00004623 and Research Analyst with SEBI Registration Number INH300001474.
Distribution

SMIFS is also registered with Association of Mutual Funds of India (AMFI) with ARN Code 3080 for the distribution of Mutual Fund Units of various reputed Asset Management
Companies.

Subsidiaries

Stewart & Mackertich Commodities Limited is a subsidiary of SMIFS Limited and a Trading Member of National Commodity and Derivatives Exchange Limited (NCDEX) with SEBI
Registration Number INZ000064332.

SMIFS Wealth Management Limited is also a subsidiary of SMIFS Limited, registered with Association of Portfolio Managers in India (APMI), having APRN - APRN0O0855.

SMIFS and its associates might have investment banking and other business relationship with a significant percentage of companies covered by our Research Analysts. SMIFS
generally prohibits its analysts, persons reporting to analysts and their relatives from maintaining a financial interest in the securities or derivatives of any companies that the
analysts cover.

The information and opinions in this Research Report have been prepared by SMIFS and are subject to change without any notice. The Research Report and information con-
tained herein is strictly confidential and meant solely for the selected recipient and may not be altered in any way, transmitted to, copied or distributed, in part or in whole, to
any other person or to the media or reproduced in any form, without prior written consent of SMIFS Limited. While we would endeavour to update the information herein on a
reasonable basis, SMIFS is under no obligation to update or keep the information current. Also, there may be regulatory, compliance or other reasons that may prevent SMIFS
from doing so. Non-rated securities indicate that the rating on a particular security has been suspended temporarily and such suspension is in compliance with applicable regu-
lations and/or policies of SMIFS, in circumstances where SMIFS might be acting in an advisory capacity to this company, or in certain other circumstances.

This Research Report is based on information obtained from public sources and sources believed to be reliable, but no independent verification has been made nor is its accura-
cy or completeness guaranteed. This Research Report and information herein is solely for informational purposes and shall not be used or considered as an offer document or
solicitation of offer to buy or sell or subscribe for securities or other financial instruments. Securities as defined in clause (h) of section 2 of the Securities Contract Act, 1956,
includes Financial Instruments, Currency and Commodity Derivatives. Though disseminated to all the customers simultaneously, not all customers may receive this Research
Report at the same time. SMIFS will not treat recipients as customers by virtue of their receiving this Research Report. Nothing in this Research Report constitutes investment,
legal, accounting and tax advice or a representation that any investment or strategy is suitable or appropriate to your specific circumstances. The securities discussed and opin-
ions expressed in this Research Report may not be suitable for all investors, who must make their own investment decisions, based on their own investment objectives, financial
positions and needs of specific recipient. This may not be taken in substitution for the exercise of independent judgment by any recipient. The recipient should independently
evaluate the investment risks. The value and return on investment may vary because of changes in interest rates, foreign exchange rates or any other reason. SMIFS accepts no
liabilities whatsoever for any loss or damage of any kind arising out of the use of this Research Report. Past performance is not necessarily a guide to future performance. Inves-
tors are advised to see Risk Disclosure Document to understand the risks associated before investing in the securities markets. Actual results may differ materially from those
set forth in projections. Forward-looking statements are not predictions and may be subject to change without notice. The information given in this report is as of date of this
report and there can be no assurance that future results or events will be consistent with this information. The information provided in this report remains, unless otherwise
stated, the copyright of SMIFS. All layout, design, original artwork, concepts and intellectual Properties remain the property and copyright of SMIFS and may not be used in any
form or for any purpose whatsoever by any party without the express written permission of the SMIFS.

SMIFS shall not be liable for any delay or any other interruption which may occur in presenting the data due to any reason, including network (Internet) reasons or snags in the
system, breakdown of the system or any other equipment, server breakdown, maintenance shutdown, breakdown of communication services or inability of SMIFS to present
the data. In no event shall SMIFS be liable for any damages, including without limitation direct or indirect, special, incidental, or consequential damages, losses or expenses
arising in connection with the data presented by the SMIFS through this report.

Participants in foreign exchange transactions may incur risks arising from several factors, including the following: (a) Exchange Rates can be volatile and are subject to large
fluctuations; (b) the value of currencies may be affected by numerous market factors, including world and notional economic, political and regulatory events, events in Equity &
Debt Markets and changes in interest rates; and (c) Currencies may be subject to devaluation or government imposed Exchange Controls which could affect the value of the
Currency. Investors in securities such as Currency Derivatives, whose values are affected by the currency of an underlying security, effectively assume currency risk.

Since associates are engaged in various financial service businesses, they might have financial interests or beneficial ownership in various companies including the subject com-
pany/companies mentioned in this Research Report.

SMIFS and its Associates, Officers, Directors, Employees, Research Analysts including their relatives worldwide may: (i) from time to may have long or short positions in, and buy
or sell the Securities, mentioned herein or (ii) be engaged in any other transaction involving such Securities and earn brokerage or other compensation of the Subject Company/
companies mentioned herein or act as an Advisor or Lender/Borrower to such Companies or have other potential/material Conflict of Interest with respect to any recommen-
dation and related information and opinions at the time of the publication of the Research Report or at the time of Public Appearance.

SMIFS does not have proprietary trades but may at a future date, opt for the same with prior intimation to Clients/ Investors and extant Authorities where it may have proprie-
tary long/short position in the above Scrip(s) and therefore should be considered as interested.
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The views provided herein are general in nature and do not consider Risk Appetite or Investment Objective of any particular Investor; Clients/ Readers/ Subscribers of this Re-
search Report are requested to take independent professional advice before investing, however the same shall have no bearing whatsoever on the specific recommendations
made by the analysts, as the recommendations made by the analysts are completely independent views of the Associates of SMIFS even though there might exist an inherent
conflict of interest in some of the stocks mentioned in the Research Report.

The information provided herein should not be construed as invitation or solicitation to do business with SMIFS.

SMIFS or its subsidiaries collectively or Research Analysts or their relatives, do not own 1% or more of the equity securities of the Company mentioned in the Research Report as
of the last day of the month preceding the publication of the Research Report.

SMIFS encourages independence in Research Report preparation and strives to minimize conflict in the preparation of Research Report. Accordingly, neither SMIFS and their
Associates nor the Research Analysts and their relatives have any material conflict of interest at the time of publication of this Research Report or at the time of the Public
Appearance, if any.

SMIFS or its associates might have managed or co-managed public offering of securities for the subject company or might have been mandated by the subject company for any
other assignment in the past twelve months.

SMIFS or its associates might have received any compensation from the companies mentioned in the Research Report during the period preceding twelve months from the date
of this Research Report for services in respect of managing or co-managing public offerings, corporate finance, investment banking, brokerage services or other advisory services
in a merger or specific transaction from the subject company.

SMIFS or its associates might have received any compensation for products or services other than investment banking or brokerage services from the subject companies men-
tioned in the Research Report in the past twelve months.

SMIFS or its associates or its Research Analysts did not receive any compensation or other benefits whatsoever from the subject companies mentioned in the Research Report
or third party in connection with preparation of the Research Report.

Compensation of Research Analysts is not based on any specific Investment Banking or Brokerage Service Transactions.
The Research Analysts might have served as an officer, director or employee of the subject company.

SMIFS and its Associates, Directors, Officers, Employees, Research Analysts, including their relatives worldwide, may have been engaged in market making activity for the com-
panies mentioned in the Research Report.

SMIFS may have issued other Research Reports that are inconsistent with and reach different conclusion from the information presented in this Research Report.
A graph of daily closing prices of the securities/commodities is also available at www.nseindia.com and/or www.bseindia.com, www.mcxindia.com and/or https://www.msei.in.
SMIFS submits’ s that no material disciplinary action has been taken on the Company by any Regulatory Authority impacting Equity Research Analysis activities in last 3 years.

This Research Report is not directed or intended for distribution to, or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or
other jurisdiction, where such distribution, publication, availability or use would be contrary to law, regulation or which would subject SMIFS and affiliates to any registration or
licensing requirement within such jurisdiction. The securities described herein may or may not be eligible for sale in all jurisdictions or to certain categories of investors. Persons
in whose possession this document may come are required to inform themselves of and to observe such restriction.

Specific Disclosures

SMIFS, Research Analyst and/or his relatives does not have financial interest in the subject company, as they do not have equity holdings in the subject company.
SMIFS, Research Analyst and/or his relatives do not have actual/beneficial ownership of 1% or more securities in the subject company.

SMIFS, Research Analyst and/or his relatives have not received compensation/other benefits from the subject company in the past 12 months.

SMIFS, Research Analyst and/or his relatives do not have material conflict of interest in the subject company at the time of publication of research report.
Research Analyst has not served as director/officer/employee in the subject company

SMIFS has not acted as a manager or co-manager of public offering of securities of the subject company in past 12 months.

SMIFS has not received compensation for investment banking/ merchant banking/brokerage services from the subject company in the past 12 months

SMIFS has not received compensation for other than investment banking/merchant banking/brokerage services from the subject company in the past 12 months.
SMIFS has not received any compensation or other benefits from third party in connection with the research report.

SMIFS has not engaged in market making activity for the subject company

Investment in securities market are subject to market risks. Read all the related documents carefully before investing.

Registration granted by SEBI, enlisted with BSE and certification from NISM is no way guarantee performance of SMIFS or provides any assurance of returns to investors.
Performance related information is not verified by SEBI.
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The Security/Securities quoted are for illustration only and are not recommendatory.

Analyst holding in stock: NO

Key to SMIFS Investment Rankings / Ratings

Buy: Return >15%, Accumulate: Return between 5% to 15%, Reduce: Return between -5% to +5%, Sell: Return <-5%
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